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ITALIAN KEY ECONOMIC INDICATORS 


All values in U.S. dollar millions and represent period averages unless 
otherwise indicated; percent change over previous period in lire unless 
otherwise indicated. 


1986 pet 1987 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 599,840 750,132 
Per capita GDP, Current Prices 10,480 13,094 
GDP at Constant (1980) Prices 508, 400 522,635 
National Income at Current Prices 557,400 697,635 
Plant, Equipment and Transport 

Investment at Constant (1980) Prices 55,844 58,637 
Indices: 
“Industrial Production (19802100) 99.1 103.6 
“Average Labor Productivity 
--(in Industry) (1982=100) 115.9 119.4 
“Average Industrial Wage (1982=#100) 149.2 158.8 
“Labor Force ('‘'000) 23,467 23,614 
“Average Unemployment Rate 

as % of Labor Force ll.1 11.9 


MONEY AND PRICES 

Money Supply (M2) (End Period) 455,708 514,908 
Interest rates (Percent, End Period) 

-Six-month Treasury Bills 9.6 10.1 
-Prime Rate 13.0 13.0 
Price Indices: 

“Wholesale Prices (1980=100) 171.0 175.3 
-Cost of Living (1985=100) 106.1 111.0 


BALANCE OF PAYMENTS AND TRADE 

Bank of Italy International Reserves 45,451 63,556 

Commercial Banks‘ Foreign Position -21,832 -29,826 

(Reserves & Position at End Period) 

Balance on Current Account 4,762 -600 (Est) 

Balance on Trade Account -2,496 -7,824 (Nov) 

Exports, FOB 97,467 <-2.9 104, 206 2-3 (Nov) 
U.S. Share 10,465 -15.0 9,021 -9.5 (Oct) 
Imports, CIF 99,963 -13.8 112,030 6.7 (Nov) 
U.S. Share 5,683 -17.7 5,425 -2.9 (Oct) 

U.S. Investment in Italy(End Period) 6,987 -- 


MAJOR U.S. EXPORTS TO ITALY IN FIRST HALF 1987 (and change over the same 
period last year): Total $3,278 mil. (plus 8 pct); of which mechanical 
products $1,014 mil (plus 17.3 pct): food and agricultural products 

$410 mil. (minus 0.9 pct): chemicals $408 mil. (plus 6.4 pct): energy 


products $357 mil. (minus 2.8 pct); transportation equipment $265 mil. 
(minus 23.2 pct). 


MAJOR ITALIAN EXPORTS TO THE U.S. IN FIRST HALF 1987 (and change over the 
Same period Last year): Total $5,019 mil. (minus 0.5 pct); of which 
textiles and apparel $1,113 mil. (plus 2.0 pct); mechanical products 
$1,085 mil. (minus 6.5 pct); transportation equipment $598 mil. (minus 


15.9 pet): metals $554 mil. (minus 7.2 fpct); chemicals $311 mil. (minus 
12.3 pct). 


SOURCES: ISTAT (Italian Central Institute of Statistics), Bank of Italy, 
Government Economic Report and Economic Forecasting Report, ISCO 


(National Institute for the Study of Economic Activity), Embassy 
estimates. 


Exchange rates in lire per dollar: 1491 for 1986 and 1296 for 1987; 
1351 for 1986: 1303 lst half 1987: 855 is used for 1980 values. 
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Summary: Italian economic growth continued through 1987. 
While final data are not yet in, GDP is expected to have 
increased 2.7 percent. Since the economic recovery began in 
the second half of 1983, GDP has increased at an annual average 
rate of 2.9 percent. Output is expected to expand once again 
in 1988, but at a rate close to or below 2 percent. An 
improvement in Italy's terms of trade--attributable to the 
declining dollar and lower oil prices--has enabled Italian 
authorities to continue to pursue moderately expansionary 
policies. The trade account swung into surplus in 1986, then 
returned to a small deficit in 1987, while other current 
account transactions are likely to have been close to balance 
or slightly negative resulting in a small current account 
deficit. This deficit might well convert to a surplus in 
1988. Barring unforeseen developments, the external accounts 
should not cause Italian authorities to take measures to slow 
domestic demand in 1988, but there is ongoing concern over 
Italy's rate of inflation and public sector budget deficit. 


Domestic demand expanded rapidly in the first half of 1987, 
with both total investment and consumption outlays up. The 
latter reflected in part the generous wage settlements granted 
in the early part of the year, while the former was aided in 
part by an acceleration of the rate of increase of bank 

credit. As domestic output once more outpaced the ability of 
the economy to produce goods, and as exports stagnated while 
imports continued to grow, concern over the government's 
ability to maintain the lira's value in terms of other European 
Monetary System currencies mounted. Speculative pressure on 
the lira increased, forcing authorities to adopt a package of 
tax measures in late September to slow the growth of domestic 
demand. When this failed to brake speculation against the 
lira, authorities then introduced credit controls and tightened 
foreign exchange controls. The package had the desired effect; 
capital outflows were reversed and the Bank of Italy's reserve 
losses recovered and domestic economic activity slowed. 


While the stock market crash of October 1987 has dampened the 
economic growth forecasts for 1988, the Italian economy should 
enjoy still another year of positive, though lower growth. 
Italian authorities, faced with high unemployment, especially 
among youth and in the south, would like to pursue more 
expansionary policies, but are constrained from doing so by the 
lack of stronger growth in other EC countries which take over 
half of Italy's exports. Additionally, Italy's continuing 
large budget deficit and relatively high rate of inflation 
impose some degree of caution on authorities. 





whe 


Part A - Economic Developments in 1987 and the Outlook for 1988 


Economic Activity in 1987: Economic growth in the first three 
quarters of 1987 continued to be characterized by very strong 
private consumption growth, which increased 4.1 percent over 
the first three quarters of 1986, and healthy investment growth 
which, including inventories, was up 6.9 percent over the same 
period in 1986. This jump in private consumption and 
investment outlays, together with an inventory build-up, pushed 
up domestic demand by 4.4 percent and helped maintain GDP 
growth at 2.7 percent despite a strong negative growth of net 
exports. The latter was due to a very high 8.0 percent 
increase in imports with no change in export volume. 


At the end of the summer, to curb domestic demand growth and 
ease growing pressure on the lira, the government implemented 
two packages of measures which included increases in indirect 
taxes, a ceiling on bank loans and a tightening of foreign 
exchange controls. As a result, both the rate of growth of 
consumption and investment appear to have eased in the fourth 
quarter, though data are not yet available. 


For the year as a whole divergence exists between official 
economic projections and estimates prepared by other Italian 


forecasting institutions. The government's forecast estimated 
a 3.0 percent rise in GDP from 1986 to 1987. Other forecasters 
estimate the increase at about 2.7 percent. In all the 
forecasts, growth is expected to be led by a more than 

4 percent rise of private consumption and strong investment 
growth, with the official estimate at 3.6 percent and that of 
other forecasters ranging from 2.8 to 5 percent. Rising 
private consumption results from large pay increases awarded in 
new 3-year nationwide labor contracts concluded in early 1987 
as well as an increase in real income due to a drop in 
inflation. The jump in investment is due to increased domestic 
demand and healthy profits. 


Despite a slower rate of growth of domestic demand in the 
second half of the year, imports for the year are forecast to 
increase between 7 and 8 percent. Attenuating the negative 
effect on growth will be a pickup in exports in the second half 
of the year as Italian exporters shift from U.S. and OPEC to 
European markets. Export volume growth for the year is 
expected to be quite weak, however, with estimates ranging from 
a slight decline to a 1 percent increase. 
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Money and Credit: As has been the case for the past several 
years, the need to finance the large government budget deficit 
has outweighed other factors affecting Italian money and credit 
markets. One result of this is that real interest rates remain 
high in Italy when compared with other industrial countries. 
Real short-term rates, as measured by the 6-month Treasury 
bill, nearly reached 6 percent in 1987, although they were down 
slightly at year-end. 


Growth of monetary aggregates overshot the Bank of Italy's 
targets through the first half of the year, with private sector 
credit leading the way, growing at 12.7 percent through July 
compared to the 7 percent target. This rapid increase, 
combined with and possibly contributing to speculative downward 
pressure on the lira during the summer, caused the central bank 
to impose a ceiling on bank lending and reimpose some foreign 
exchange restrictions in mid-September. Money supply growth 
decelerated soon thereafter and, except for the state sector 
borrowing requirement, most aggregates will be within the Bank 
of Italy's target ranges for the year as recently revised 
upwards from the targets set in October 1986. 


Throughout the year, the government worked on plans to prepare 
the Italian financial system for the single European market to 
be implemented in 1992. Italian monetary authorities are well 
aware that the protection given to Italy's capital markets 
through foreign exchange regulations will have to be eliminated 
and domestic financial institutions strengthened to cope with 
greater competition from its EC partners. 


Public Finances and Fiscal Policy: The 1987 State Sector Budget 
Deficit is officially estimated to be 114 trillion lire or 
approximately 11.7 percent of GDP, down from 12.2 percent in 
1986. The deficit is, however, substantially above the 

100 trillion lire target originally set by the government. 
Though revenues have grown at healthy rates during the year, 
the rise in current expenditures has exceeded initial 
projections due to very large wage increases awarded to public 
employees and a continued high rate of increase of transfer 
payments. 


Inflation: In 1987, inflation edged up due to continued rapid 
growth of the money supply, high growth of domestic demand and 
the new tax measures introduced in late summer. Import prices 
were flat, offsetting somewhat domestic inflationary 
pressures. The cost of living index (COL) rose 5.1 percent in 
1987, well below the 6 percent estimate feared in September. 
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The year-to-year change in the wholesale price index (WPI) 
turned positive in March 1987 and has continued to accelerate. 
While year-end data are not yet available, the year-to-year WPI 
increase will be about 2.7 percent. 


Wages: The rate of increase of nominal and real wages and 
salaries jumped substantially in the first half of 1987. For 
the first 10 months of the year, the cumulative index of money 
wages and salaries rose 6.7 percent, compared to a 4.5 percent 
increase in the COL index over the same period. The wage 
index for industrial employees was up 6.1 percent over the 
period, whereas those for bank and insurance employees, and 
public employees were 2.3 and 7.7 percent, respectively. Unit 
labor costs are expected to rise by 6 percent. 


Unemployment: By July the rate reached 12 percent, compared to 
10.8 percent the year before. Demand for labor is concentrated 
in the services sector which accounts for 57.2 percent of total 
employment. Since the beginning of the decade, Italian 
industry has gone through a major restructuring, or "a slimming 
down." Larger industrial firms have shed workers and moved 
away from vertical organization. Small and medium-sized firms 
have prospered. Productivity has increased dramatically. From 


1980 to 1987, the industrial work force declined 14 percent 
while output has just managed to recover 1980 levels. The 
agricultural sector continues to be rationalized, with 
employment declining. 


Unemployment is concentrated among youth and women which 
constitute, respectively, 73.4 and 56.7 percent of the 
unemployed. The rate for males over 29 years of age is 
relatively low at 2.6 percent. Unemployment is also a regional 
problem with the rate in the south reaching 19.8 percent (July) 
while that in the central part of the country was 9.8 percent 
and in the north 7.5 percent. For the year as a whole the 
government has indicated that demand for labor will increase 
slightly less than 1 percent and thus be insufficient to 
prevent a small increase in unemployment; it is probable that 
the rate of unemployment by year-end will be close to or exceed 
the end-July rate of 12 percent. 
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Balance of Payments: Through the first 11 months of 1987, 
Italy registered a trade deficit of 10.2 trillion lire, more 
than double the deficit for the same period in 1986. The value 
of exports was 2.3 percent greater than in 1986, but import 
value was up 6.7 percent. Two influencing factors were the 
resurgence of energy prices in the first half of the year and 
the more rapid growth of domestic demand in Italy than in other 
‘ industrial countries. 


Exports: Italian export growth was dampened in 1987 as 
entrepreneurs turned their attention to the domestic market in 
the face of weak world demand, particularly in the United 
States, Italy's third most important market. While exports of 
chemicals and manufactures registered increases, exports of 
consumer goods fared poorly. Export volume decreased through 
the first part of the year, while export prices increased 
faster than the producer price index, reversing the trend of 
1986, when exporters held prices down to maintain 
competitiveness in the face of the falling dollar. 


Italian exporters again showed their flexibility in 1987 as 
exports to the United States dropped sharply (down 10.7 percent 
through September), while exports to the European Community 
increased by 4.7 percent in the same period. This trend became 
apparent in 1986. Italy now sends less than 10 percent of its 
exports to the United States. This share rose steadily in the 
early eighties to over 12 percent in 1985, but has been 
dropping since. 


Imports: Italian imports increased 6.7 percent in value terms 
from January-November 1986 to the first 11 months of 1987, with 
large increases in machinery, transportation equipment, and 
textiles and clothing imports offsetting smaller declines in 
the energy and mineral categories. Energy imports were level 
in volume terms in the first half of the year, as stocks, that 
were built up at low 1986 prices, were drawn down; the decline 
in the value of energy imports is, therefore, due to the 
decline in oil prices from the first half of 1986 to the first 
half of 1987. 


There has been a geographical shift in the value of imports 
Similar to that for exports; imports from the United States 
decreased in lira value terms from 1986 to 1987 while those 
from the European Community increased. The share of imports 
denominated in dollars (which will include most oil imports) 
dropped from 43 percent in 1984 to 29 percent in 1986. 
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Invisibles: The current invisibles account was very near balance in 
1987, as large but stable net tourism revenues were offset by 
increasing net foreign transfers. The expected recovery of tourism 
receipts, after 1986's 17 percent decline, did not materialize. 
Tourists failed to return to Italy in the expected numbers, while 
more Italians are travelling abroad as Italian household incomes 
increase and exchange controls are relaxed. Italians also paid out 
nearly 8 trillion lire more in investment income than they received 
in 1987, reflecting their net debtor status. 


At the same time, the entry into the EC of Spain and Portugal has 
led to a decrease in the amount of development funds received by 
Italy from the EC and a consequent increase in net public 
transfers. These factors have pushed Italy's invisibles balance to 
very near zero for the past few years, a change from the several 
trillion lire surpluses that were the previous standard. 


The Italian Economy in 1988 


Economic Activity: Italian economic growth is expected to slow down 
n 1988, but remain at the higher end of the European growth rate 
spectrum. Forecasts prepared subsequent to the decline in share 
prices on stock exchanges predict lower rates of growth than those 
prepared earlier. Nonetheless, the forecasts all see positive 
growth in 1988. Although the government's official forecast of GDP 
growth is 2.8 percent for the year, most forecasters estimate that 
growth will be closer to or even below 2 percent. The dropoff from 
the 1987 rate is the result of a decline in the rate of growth of 
domestic demand. 


Private consumption should grow at a healthy, though reduced rate of 
around 3 percent due to a more moderate increase in disposable 
income. Also, public consumption growth will slow due to smaller 
increases in public sector wages and outlays for goods and services 
than in the previous year. 


Though the government expects the rate of growth of investment in 
1988 to be 3.9 percent, other forecasters assume much lower growth, 
with rates estimated at between 1.2 and 1.7 percent. The decrease 
is due to a drop in the rate of increase of consumption, an expected 
slower rate of increase of companies' internal cash flows and, 
finally, a somewhat higher cost of borrowing. 
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Due to weaker consumption and investment growth, the rate of 
growth of imports will ease to a range of 4.5 to 5.5 percent. 
Export growth is expected to pick up in 1988 as Italian 
exporters continue to shift to higher growth markets. The 
estimates range from 2.5 to 4 percent, depending on the 
forecasters' view of world trade growth. As a result, the gap 
between the rate of growth of domestic demand and GDP is 
expected to decline significantly in 1988. 


Public Finances and Fiscal Policy: Fiscal policy in 1988 is 
expected to be slightly contractionary. The government wants 

to reduce the State Sector Budget deficit from 114 trillion lire 
(11.7 percent of GDP) to 103.5 trillion lire (9.9 percent of 
GDP). The government's objective was to achieve a reduction in 
the deficit through an increase in indirect taxes and only 
modest cutbacks in expenditures. Due to stiff opposition to 

the possible inflationary effects of the tax increases, the 
government was forced to amend its original budget package. 


Money and Credit: The Bank of Italy has set monetary aggregate 
growth targets for 1988 that are similar to those set for 

1987: private sector credit growth of 8 percent, money supply 

(M2) growth of 6 to 9 percent and total domestic credit growth 

of 11 percent. The increase in credit to the private sector is 


roughly in line with the increase in nominal GDP and the target 
range for money supply growth centers more or less on this 
figure as well. Total financial assets are targeted to 
increase at the same rate as total domestic credit. Achieving 
this objective will require that real interest rates remain at 
high levels relative to those in the capital markets of Italy's 
major trading partners. 


Labor Costs, Employment and Inflation: Inflation, as measured 
by the cost of living index is not expected to vary much from 
the end-1987 rate. Though the government estimates that the 
increase in the cost of living index will be 4.5 percent, other 
forecasters put the increase closer to 5 percent. 


Wage increases are expected to be more moderate in 1988 than in 
1987 as there are fewer large labor contracts up for renewal. 
The government's objective is to contain the increases to 

5.5 percent in the private sector and 5 percent in the public 
sector. The government is presently maintaining a firm stance 
in the face of what it believes to be excessive wage demands. 
One unknown is inflationary expectations. 
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Balance of Payments: The current account of the balance of 
payments is expected to return to surplus in 1988, as the 
slowdown in domestic demand that began in late 1987 continues 
into 1988. The smaller differential between Italian and world 
demand will slow the rate of import growth and encourage 
Italian businesses to intensify their exporting efforts. 


The continuing strong Italian taste for imports will balance 
export gains, though, to keep the surplus small, probably in 
the 2 to 3 trillion lire range. Export prices will grow faster 
than import prices. The invisibles account will follow recent 
trends and remain near balance, as a surplus in tourism 
revenues is offset by a deficit in investment income and 
negative net public transfers. 


Italy is expected to continue to be a net direct investor 
abroad. At the same time, the relaxation of controls on 
foreign portfolio investment might result in increased outflows 
on this account. Italian authorities believe they can easily 
finance any capital outflows by increased external borrowing. 


Part B - Implications for the United States 


The United States is most competitive with Italy's other 
trading partners in high-technology equipment, systems, and 
services -- areas in which Italians recognize superior American 
Standards. Among those areas where the Italian market offers 
best prospects for American products are computer hardware and 
software; energy-related systems and technology; equipment for 
the medical, pollution control, and telecommunications 
industries; electronic components for the EDP and defense 
industries; and avionics. U.S. businesses providing the 
highest technology, quality and reliability, and best service 
will find Italy a rewarding market in these growth areas. The 
U.S. dollar weakened against the lira by 13.5 percent during 
1987, and 30.3 percent in 1985-87. Thus, U.S. goods are now 


significantly cheaper for the Italian purchaser than in the 
past few years. 


Computer Hardware and Software: Italy trails other European 
countries in expenditures for EDP hardware (automated 
electronic equipment and data processing systems), but is 
catching up. Local production still cannot meet local demand, 
however, and the Italian market for imported EDP hardware will 
grow at an estimated annual rate of 14.1 percent through 1990. 
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Mini-computers are in greatest demand; demand for mainframe and 
large systems also is strong. U.S. EDP manufacturers enjoy an 
excellent reputation in Italy. Imports also play a major role 
in Italy's software and informations systems market, now the 
fourth largest in Europe, in which the United States holds the 
largest, and a growing, share (84 percent). Although 
Italian-produced software is becoming more competitive, U.S. 
exporters will continue to find a most receptive Italian market. 


Energy Systems and Technology: Italian energy policy calls for 
reducing dependence on petroleum through increased reliance on 
coal, natural gas, energy savings and renewable energies. The 
5-year plan of the state electricity utility ENEL calls for 
investments totalling $30 billion during 1988-92, mostly to 
build new power plants. 


Telecommunications: Italy's telecommunications network lags 
behind most of the rest of Europe in quality and services 
available, but investments to modernize the sector are 
increasing rapidly. About $30 billion is expected to be spent 
during 1988-92 on upgrading and expanding the 


telecommunications system, boosting demand for technologically 
advanced products. 


Medical Equipment: The Italian market for medical equipment is 
expanding, especially in the high-tech fields of imaging, NMR 
scanners and other neurological equipment, digital radiology, 
and cardiology equipment. Unable to meet these needs from 
domestic sources, Italy will continue to rely on foreign 
suppliers offering state-of-the-art apparatus and excellent 
after sales service. 


Electronic Components: Italy does not possess the level of 
R&D or the industrial scale needed to meet the growing demand 


for many types of sophisticated electronic components. To 
satisfy this demand, Italy's imports are expected to show an 
average annual growth rate of 10 percent through 1990. 
Competition from European and Japanese sources is tough, but 
American companies can succeed. 


Investment in Italy: U.S. investment in Italy continues to 
benefit from Italy's economic growth, the improved financial 
health of industrial firms, Italy's strong entrepreneurial 
Spirit, and confidence of Italian investors. While Italian 
Governments tend to change frequently, investment conditions 
are stable, and Italy maintains a close political and military 
relationship with the United States. 














